Since FY 1997, FCC has been receiving Auction Cost Recovery funds as allowed by legislation. However, each year the funding requests had been increasing noticeably and the Auction Cost Recovery funds now comprise nearly 25 percent of FCC's total annual funding resources.
The objectives of this review were: (1) to identify possible duplicative activities occurring in both the FCC's auction-related accounting activities and FCC's salary and expenditures-related accounting activities, and (2) to evaluate the annual Auctions Expenditure Report submitted to Congress in relation to the Reports Consolidations Act of 2000 and other reporting requirements of FCC.
This review, conducted from August 2001 to February 2004, included historical review and analysis of FCC's Auction Budget requests to OMB, and the FCC's Budget Estimates submitted to Congress. We also reviewed FCC's Auctions Expenditure Reports submitted to Congress. To explore alternatives for inclusion of auctions expenditures, we reviewed FCC's financial and performance reports and several congressionally mandated reports specific to auctions activities.
To gain an understanding of the budget development processes and expenditure report development process, we interviewed cognizant staff from FCC's Wireless Telecommunications Bureau (WTB) and the Office of Managing Director (OMD). In Report on the Audit of the FCC's Auction-Related Accounting In addition to extending FCC's auction authority to September 30, 2007, the Balanced Budget Act of 1997 (PL 105-33) authorizes the Commission to retain a portion of auction revenues to recover the expenses in developing and implementing the auction program. These additional funds are not required to go through FCC's annual budgeting process for its Salaries and Expenses (S&E) appropriated funds. Instead, the Auction Cost Recovery funds are annually apportioned to FCC by the Office of Management and Budget (OMB). However, before the FCC is allowed to access these funds, the Balance Budget Act requires the Commission to include an itemized statement of each expenditure in support of conducting auctions in its annual report to Congress beginning in FY 1997.
FCC's Wireless Telecommunications Bureau (WTB) is responsible for implementing the spectrum auctions. This bureau also prepares annual auction revenue estimates for FCC's budget submission and until recently, compiled and prepared the budget for Auctions Cost Recovery funds. In addition, this division tracks and reports to Congress the auction expenditures as required by the Balanced Budget Act. Some of these financially-related auction activities are similar to those conducted for the agency by the Financial Operations Center within the Office of Managing Director (OMD).
Since FY 1997, FCC has been receiving Auction Cost Recovery funds as allowed by the legislation. However, each year the funding requests had been increasing noticeably. Over time, the agency recognized many post-auction costs directly related to earlier auction activities. Many of these post-auction costs are associated with collecting auction proceeds and licensing. For example, a significant post-auction cost is management, including related litigation costs, of the auction loan portfolio installment payments established to allow small entity and others to participate in the spectrum auctions. More recently, FCC has recognized the need for additional pre-auction activities conducted outside of WTB to ensure that spectrum to be auctioned is available prior to auctioning.
As pre and post-auction costs were identified, they were added to the Auction Cost Recovery budget. Many of these costs were identified by the offices and bureaus directly managing the specific activities, rather than by WTB. The expanded use of auction funds contributed to rapidly growing budget requests. Report on the Audit of the FCC's Auction-Related Accounting 3
To gain an understanding of the budget development processes and expenditure report development process, we interviewed cognizant staff from FCC's WTB and OMD. In addition, we interviewed cognizant staff at OMB to gain an understanding of the OMB's expectations related to the auctions budget.
We conducted this review in accordance with generally accepted government auditing standards including review of management controls related to the objectives of this audit.
FINDINGS AND RECOMMENDATIONS
During our review, we found two similar accounting activities occurring in both WTB and OMD: (1) the budget preparation process, and (2) expenditure report data accumulation and reporting. Duplication of these activities has been inefficient and can lead to unreliable reporting. However, during FY 2002, at OMB's request, the budget preparation process was removed from WTB and subsumed by OMD. Although this strengthens the Auction Cost Recovery budget development process, some weaknesses continue because of the timing, causing duplicative budgeting processes, unreliable auction cost estimates reported to Congress, and the potential for mismanagement of auction funds.
In addition, we observed significant deficiencies in the annual Auctions Expenditure Report submitted to Congress. For an activity that consumes nearly 25 percent of FCC's resources, we found the report to be untimely, and providing little information provided to Congress about how those resources have been applied. Overall, our audit disclosed three findings and makes ten recommendations regarding auction-related accounting and financial management.
Finding 1: Timing of Auction Cost Recovery Budget Development
The timing of the Auction Cost Recovery budget is not synchronized with FCC's S&E budget. This has created duplicative budgeting processes, unreliable auction cost estimates reported to Congress, and allows for mismanagement of auction funds.
Initially, the Auction Cost Recovery budget development process was primarily coordinated by WTB because the auction program was managed as a relatively small project of the agency. At the time, most of the costs were directly related to preparing specific auctions and were generated by WTB. Because the funds were considered project-oriented, management of the funding resources was left at the bureau's discretion and did not go through the same control processes used for appropriated funds. In addition, the use of auction proceeds was not recorded or tracked using the same processes as FCC's appropriated funds.
Through FY 2002, WTB prepared and compiled the agency's auction budget as a unique 3 program. Each bureau and office would submit its budget estimates to WTB requesting funding for specific projects, information technology, training, travel, and full time equivalents (FTEs) needed for the fiscal year. OMD estimated and added the human resource costs of auction-related FTEs, summarized the information, and submitted the auction budget to OMB for apportionment. (See flowchart and process description the auction budget process in Figure 2 of Appendix II.)
Starting with the FY 2003 budget preparation, the auction budget development process was modified in response to OMB's request that FCC strengthen its controls over the use of auction funds by treating them in the same manner as S&E funds are handled. FCC now prepares and tracks the use of the auction funds using the same processes it uses for the S&E budget which is coordinated by OMD.
However, OMB did not request that the auctions budget be prepared on the same cycle as FCC's S&E budget. Because the Auction Cost Recovery estimates are not prepared in the same cycle as the S&E estimates, auction costs included in the annual S&E estimates submitted to Congress had been significantly lower than the amounts requested for apportionment at the start of each fiscal year. Not only is it inefficient to prepare these budgets at two different times, but this duplicative process also has the potential for inefficient use of funds. For example, it is possible for a bureau or office to request auction funding for items either not approved during the earlier budget process, for cost reasons, or for items already approved, duplicating the request. In addition, there is no agency-wide coordination for using Auction Cost Recovery and/or S&E funds. Instead, each office and bureau is responsible for preventing duplicate requests.
When OMB requested FCC to strengthen its budget process, it was assumed that the auction program could not prepare a budget earlier and needed the flexibility to prepare a budget closer to the apportionment. Although there are some occasions where direct auction activities need this funding flexibility, 5 there are many routine pre and post-auction activities funded by auction proceeds that can, and should, be budgeted at the same time the S&E budget is prepared. Many of these administrative-type costs are independent of the level of auction activities, and should be predictable concurrent with the S&E budget preparation. For example, administration of the loan portfolio is a routine process which is not dependent on the level of auction activities during the fiscal year.
Simultaneously preparing each budget would not only streamline the budget process, but should also strengthen the controls and reduce the possibility of unnecessary duplicating costs. However, if significant unexpected changes occur prior to apportionment of auction funds, the agency could modify its apportionment request to OMB with justification.
Recommendations
To ensure that the Auction Cost Recovery and Salaries and Expenses budgets are coordinated to eliminate inefficiencies and prevent potential mismanagement of funding, and to ensure that Congress is provided with relevant Auction Cost Recovery estimates, we recommend that the Managing Director:
1.
Coordinate the development of the Auction Cost Recovery budget with the S&E budget so they are concurrent processes,
2.
Ensure that the Auction Cost Recovery estimates included in the S&E estimate submission to Congress are developed using this process, and 3. Develop and implement an agency-wide overview step or process that ensures duplicative requests are identified and prevented.
Finding 2: Data Accumulation for the Auctions Expenditure Report
The data accumulation process used for creating the annual Auctions Expenditure Report is independent of the financial systems of record. As a result, this duplicative process is inefficient, can lead to unreliable reporting, and is not subject to financial statement audit procedures.
Beginning in FY 1997, an annual itemized expenditure report on the use of auction proceeds was required by the Balanced Budget Act of 1997 to be included in FCC's annual report. Inclusion of this report was the only mandate FCC must meet in order to retain and use auction funds. FCC has complied with this reporting requirement by preparing and issuing an itemized expenditure report annually and submitting it directly to members of Congress.
Although the legislation authorizing the use of auction proceeds explicitly states that the expenditure report is to be included in FCC's annual report, in FY 1999 FCC was no longer required to issue an annual report to Congress. The Reports Elimination Act of 1995 (PL 104-66) eliminated FCC's annual reporting requirement beginning with FY 1999. However, no changes were made on how FCC was to satisfy the auction expenditure reporting requirements.
Preparation of the Auctions Expenditure Report is a laborious process coordinated by WTB. A detailed description of each auction cost is recorded and tracked for reporting. For example, the details of contracted services, purchases, and travel are tracked for reporting. Because no existing financial system at FCC could provide the level of detail describing each cost, a unique "Auctions Database" was developed by WTB to track the cost and description of each auction funded non-personnel cost. However, all auction funded personnel costs are tracked and compiled by the OMD, since these do not need a unique descriptor.
Most auction funded non-personnel costs are entered into the Auctions Database at the commitment or obligation stages of the spending cycle. 6 Each cost, regardless of the bureau or office that initiated it, is entered by WTB into the Auctions Database for tracking. In addition, the commitment or obligation is entered into the FCC's official financial system, Federal Financial System (FFS). However the Auctions Database does not feed the FFS database; each item is entered into each system independently, resulting in redundant efforts and delays in entering data into FCC's official financial system. The Auctions Database is updated when WTB receives information about an auction cost. The FFS database is updated as expenditures are made reducing each obligation.
Because the two databases (Auctions and FFS) are not linked, nor receive downloads from one or the other, they do not always reflect the same data. In addition, many costs such as those from purchase cards may not be recognized by WTB as auction funded costs until later during the expenditure report preparation process.
After the accounting records in FFS are closed at the end of each fiscal year, WTB updates the Auctions Database to reflect the auction expenditures made for the year. A list is printed and manually compared to an FFS printout of auction fund expenditures. The manual lineby-line comparison can take about two months to match costs and identify differences between the two reports. During this process, the Auctions Database is adjusted for any differences. According to WTB, some costs are also reclassified in FFS as a result of the comparison after the FCC has made its final adjustments for the financial statement audit. However, the extent of the changes made or impacts, if any, to the financial statements could not be determined.
When the Auctions Database year-end total reconciles with FFS, a draft expenditure report is prepared, reviewed, and edited by WTB management prior to issuing the final version to Congress.
Accumulating data on detailed Auction Cost Recovery expenditures is time consuming, duplicative and an inefficient use of resources. In addition, because of the report preparation process, FFS data can be modified after it has already been included in other external reports such as the financial statements, producing unreliable reports.
Recommendations:
To eliminate the inefficiencies of duplicative data tracking and accumulation, and increase the reliability of the data in the Auctions Expenditure Report, we recommend that the Managing Director:
4.
Assess methods and/or alternative formats for streamlining the auction expenditure reporting process, eliminating the manual comparison process, and eliminating the duplicative data tracking processes. For example, some modifications (not all-inclusive) that should be considered include: a) Assess the level of detail each auction expenditure needs to be described and modify the database and collection process accordingly; b) Download FFS data and run a software model to compare the auction expenditures from the auction expenditure database against FFS data electronically, rather than manually; c) Modify FFS to include a common field shared by the Auctions Database for streamlined electronic comparisons, or d) Modify FFS to include the detailed descriptor field, thus eliminating the need for a separate auction expenditure database entirely and pull data directly from FFS for the Auctions Expenditure Report.
5.
Include specific data collection requirements for preparing an Auctions Expenditure Report in the development of the new managerial cost accounting system, Budget Execution and Management System (BEAMS), eventually replacing the Auctions Database.
6.
Develop a process to ensure that all financial data is entered into FCC's official financial system of record, FFS, prior to being entered into other unaudited system(s), ensuring the reliability and accuracy of the official system so that data will not be changed unnecessarily.
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Finding 3: Auctions Expenditure Report
During our review of the Auctions Expenditure Report, we noted significant deficiencies. For any report to be useful, the information should be relevant and presented in a meaningful package. The standalone Auctions Expenditure Report, which represents the use of approximately 25 percent of FCC's resources does not possess either of these characteristics. It has been untimely and generally uninformative.
Relevancy of the Standalone Report
Issuance of the Auctions Expenditure Report is nearly a year after the end of the fiscal year, making the information irrelevant. On the average, the process to prepare the Auctions Expenditure Report takes about 11 months. Its release to Congress tends to coincide with congressional review and deliberation of budgets related to the year subsequent to the current fiscal year. In addition, although the report is issued to OMB as a courtesy, OMB has not found it useful for assessing current year apportionment requests and did not review or use the then currently released report on FY 2000 expenditures for making the FY 2002 apportionment.
Legislative requirements do not specify a due date for the report because it was to be incorporated in the agency's annual report, starting with FY 1997 annual report. However, most agencies' performance and audited financial statement reports have replaced the need for annual reports. 7 The due dates for these reports are specified by OMB guidance. Furthermore, to increase the usefulness of financial and performance information, the OMB due dates have been compressed from six months to 45 days after the fiscal year, starting with the FY 2004 reports, to increase the relevancy of the information provided in these reports. Table 2 , below, summarizes the annual auction costs and when the reports were issued to Congress over the last seven years. On average, the Auctions Expenditure Reports have been issued 11 months after the end of the fiscal year. 
Quality of the Standalone Report
Although the report minimally meets the legislative requirements by providing an itemized list of costs, its content is not presented in a meaningful package and may provide unnecessary detail. The report does not provide any summaries of projects or activities that would make the information useful. It is primarily a list of expenditures with more detail than is required from FCC's official financial systems. For example, the following expenditure was the last item reported in the FY 2000 report (randomly selected): Nor does the report demonstrate the irregular flow of auction receipts, which is presented in Table 3 , below. 
Inconsistent Terminology
The report has been issued using the incorrect term for the costs being displayed. For example, the FY 2000 transmittal letter refers to the report as, "…Auctions Expenditure Report for fiscal year 2000…" The Balanced Budget Act requires that FCC report its expenditures. However, in the attached 3-page overview and in the detailed lists that follow, the costs are labeled "Obligations" instead of "Expenditures." According to WTB preparers, these have been mislabeled as Obligated, when the costs being reported are actually Expenditures. This mislabeling has been in every Auctions Expenditure Report issued to date.
Inconsistent Classification Schemes
There are three different classification schemes used for auction accounting, which can lead to inefficient budgeting, tracking, and reporting. Although two the of the classification schemes were developed internally by FCC for budgeting and accounting, neither is used to report auction expenditures to Congress. Each classification scheme and its purpose is described below.
Budget Object Class Code (OMB-developed) In the FY 2001 Auctions Expenditure Report, as well as all of the other reports, the pie graph is followed by a summarized analysis of the reporting year expenditures and pages of itemized expenditures sorted using OMB's Budget Object Class Code (BOCC) framework of the following nine categories:
Personnel Compensation 2.
Personnel Benefits 3.
Travel and Transportation of Persons 4.
Transportation of Things 5.
Rents, Communications, Utilities 6. Printing 7.
Contracts -Other Services However, the OMB representative would prefer to see specific projects identified in the expenditure report, but believed that is not possible without a good cost accounting system.
Relationships between the Auctions Expenditure Report and Other Agency Reports
Since FY 1999, because of its large loan portfolio and its auction activities, FCC has prepared audited financial statements following OMB guidance and issued the statements in an annual financial report. In addition, as required by Government Performance and Results Act of 1993, FCC prepares and issues a 5-year strategic plan, annual performance plans, and performance reports following OMB guidance. We reviewed the financial and performance reports for FY 2001 to see how the auction activities were discussed and if any information could be related to the Auctions Expenditure Report and found little discussion in either of these two reports on auction activities, although each included the number of auctions held during the reporting year. Neither report included a discussion of projected auction activities, nor auction-funded activities that would provide a better understanding of those expenditures itemized in the Auctions Expenditure Report, which have grown to approximately 25 percent of FCC resources.
The financial and performance reports are prepared by OMD, while the Auctions Expenditure Report is prepared by WTB. Until the FY 2002 Auctions Expenditure Report was issued, neither the Managing Director, nor the Chief Financial Officer were included in the concurrence review to ensure consistency between the three reports.
In addition to the financial and performance reports, we reviewed other auction-related reports to Congress to see if they might provide some information supporting the expenditures reported in the Auctions Expenditure Report. Most of the reports were limited to specific items and did not appear to provide good vehicles for linking auction expenditures with activities. However, they did provide more auction-related information than either the financial report or the performance report.
The Reports Consolidation Act of 2000 emphasizes consolidating similar reports increasing their usefulness. In addition, accelerating the financial statement due dates emphasizes the need for timely financial information which are now required to be issued with the annual performance report in a Performance and Accountability Report (PAR). Currently the standalone Auctions Expenditure Report provides neither relevant nor meaningful information. In addition, the reliability of the information is reduced by not being developed through the financial system of record, which is subjected to annual audits.
Recommendations:
To improve the quality of the Auctions Expenditure Report, we recommend that the Managing Director reassess the reporting process to include:
7. Identifying from the users of the report, members of Congress, OMB, and others, if they still need the report and/or what they need from the report. Specifically, determine if each expenditure described at a level of detail currently being tracked for each auction expenditure is needed, or rather, would combined BOCC totals be adequate. Determine whether the expenditure report should be included in the PAR now that the annual report requirement has been discontinued. The FCC should make a request to Congress to amend the legislation regarding the reporting requirements, if needed.
8. Identifying from FCC managers what they need from auction expenditure data and incorporate those needs into the managerial cost accounting system (BEAMS). For example, what information is useful for day-to-day management of auction resources.
9. Coordinating the issuance of the Auctions Expenditure Report with issuance of FCC's audited financial statements making the report more timely and part of the financial audit process. Incorporate the report with FCC's annual Financial Report and/or Performance and Accountability Report and include a discussion about activities related to the expenditures being incurred increasing the meaningfulness of the report.
10. Including the Chief Financial Officer and the Managing Director on concurrence of the draft report to ensure consistency and awareness of all FCC financial reports submitted to Congress
